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I. INTRODUCTION

1. This Final Order completes the investigation of Open Network Architecture (ONA) .rates
that took effect pursuant to the Commission's decision in the Part 69 ONA Order.1 In that
Order, the Commission adopted revisions to Part 69 of the Commission's Rules, specifying rate
sttueture and other tariffing requirements for BOCs when implementing Open Network
Architecture (ONA), including the filing of tariffs for ONA services. The Commission ordered
the BOCs to unbundle from their existing feature IfOUP~ arransements optional semee
offerings, to be called basic service elements (BSBs). 1bese BSBs were distinguished from the
essential, underlying switching and transmission services called basic serving arJ:'IDICIDeDts
(BSAs). 'Ibis stmeture, and related safeguards adopaed in the Pu169 ONA Order, will enable
BOCs to compete in the enhanmd services market. and encourase~rices and innovation,
while preventing anticompetitive practices they might direct at . nt enhanced service
providers. Unbundled and optional BSEs are initially priced on a flexible cost-based standard
reflecting Commission concern over BSB rate levels, while penDitting flexibility to promote
efticientpricing and the development of innovative new ICrvices. The essential BSA component
is priced "residually" -- set at a level that maintains overall revenue neutrality for the repriced
BSA and BSB services within the local switching category compared to pre-ONA feature group
arrangements.

I~....... of Put 69 of .. Cc . .', It_..... to ..~ of Acceu CharlO Subd,... for Open
Network AIdIitecture, CC DoaIret· No. 19-79, RIport MIl OJNIer, OIlIer •. R.ecoBIidenIion, ....~ Notice of
PrapoM RuJ-wlrina, 6 FCC It.od 45:U (1991) lPvt • QNA QnW'), • ""e4 011 gcop. 7 FCC Red 5235 (1992) !!111m:
Pdi'ien' fqr !!COp. """'il'· The BOC,' ONA plana had heeD~...,roved. ..FiIieg and Review of Open Network
ArcJIitecCure Plana, CC Docket No. 88-2, Pbue I, 5 FCC Red 3103 (1990) (ONA Amended Plaps Order).
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2. The Common Carrier Bureau (Bureau) IUspIDded for one day the ONA tariffs of tile
Ameritech Operating COIIIpIIIies (Ameritech), impo_ • accoun~ order, and iIlitiated an
investitation to ddermiDe w..... these rates IR jlllt ud nuonable. This~ was
later expaJJded to include die ONA tariffs of adler Ben 0pe.ratiDI Companies (BOCs). 3 On
April 16, 1992, in the ONA DMjpation om, die ..... deaipated ten issues in the ONA
investigation, and directed one or more of the BOCs to respond to each issue. 4 Bight parties
filed oppositions to the direct cases, aDd each JIOC filed a Rlply.:S The Bureau also required
the BOCs to submit cost support materials to review by an independent auditor which reported
its findings to the Commission and intervening parties. A key element of BSE cost support in
this investigation consists of computer models that IR intended to provide a measure of the uait
cost of prtWiding BSIIs taideDt in BOC sw__ and softwam. Six of the meioDs employed
the SwitcbiDg CostIn~ Sysaem (SaS)~ provided uDder .license by BeIlcore to
develop unit investnte.nts used to JUSlify rates for alia; us West used SCIS as wen as a second
model developed in-boule, the Switching Cost Model (SCM). 6

3. Based on our 8Xlmmmon of the ONA tariffs, the BOCs' direct cases, the oppositions
and replies associated with thole direct cases, and adler iIifomdoD described in more ddaiJ.
below, we conclude dIIt -, BSS rates have developed using specific C8ItiDg
methodokJlies that were in whole or put u , tberefere resulting in nates tbat· are
unjust and ulll'elSOMble. At tile same time, dae .-bods eBIIployed0 .by BOCs IR aeaeany
sound apart from these specific deficiencies. AccordinIly, we order the BOCs to revile tbeir
rates to reflect reasonable C8ItiDg methodotopes as set forth below, or provide a justification
foru~ some other COItiJIt IIMIdlodoIogy. In ......, we anlpnlCribmg one clement of.BSE
ratemaldnc medtoclolOU: IlOCs mut base their•••proIpeCtive technololY mixes. Dis
is diJcus&ed in 8lOft' derail 1IleIow. MOlt of our ...meiIded revisiolls tend to moderate die
extent of BSS rate variation ImODI BOCs, .. tend to IWIIuce BSB l'BteS,while a few tend to
increase BSB rates slightly. Overall, the variation in BSE rates of different camers has been

~ Ameriteeh OpenIina COIIIpUies, Revilions to Tariff F.C.C. No.2, 0IMla Network Architecture, Memorandum Opinion
and Order, 7 FCC Red 257 (Com.Car.Bur. 1991) CAN_. ONA 1iri« Order), IW!CIified by AmeriIech Openting
CompanieI, 7 FCC Red 948 (Com.Car.Bur. 1992) (correctinl the orderiIIg clauBe estabIiBhing an accounIing order).

, Bell~cT~Ce1l!" ,~ OJ*IN~~ T...., 7 FCC R.ed 1512 (CoIII.Car.Bur. 1992)
~~~);~ ()penia&~~~6(Com.Car.Bur. 1992); NevulaBeU, CC

o. -91, 7C Red 4051 (Com.Car.Bur. 1992) . • In aU lbe8e Orders, the B...... IIIIJ*Ided
the tarift's before it for one day, ... IUbjected tboae ndoI to . Tho BeD ()pendDa~ are the
Ameritech ()per'IdiftI Compaiea (~itech), Bell AdaaIiIic T Coalpuies (Bell Atlantic), Be1ISoutb Telephone
COIIIpMieI (BeIISoutb), New Yolk TIi~~y N ~ T....one ... Telegnpk ColllpUly (NYNBX),
Pacific BeD, Nevada Bell, SouthweItern Teblphoae C y (SoudlWflltenl Bell), and US West CommuDiCldions, Inc.
(US Welt).

•ap.Neewort~Tar6 ofBeD Oper8tina COIIpIIies, CC DocbtNo. 92-91, 7 PCC Red 2604 (Com.Car.Bur.
1992)(ONA De!il!!!!inn Order)·

, A list ofputies filina J'l-dinII, and the DlIIIle& by which we refer to them in this order, is included u Auaehment A.

, In tbia Order, for • ...,&iCy in ...llIion, we Ule the lIICnJII)WSCIJ in our ,....... di8cuuiona CUt i.Dch* boIh CIIe
SCIS and SCM COlt mode1B. US Welt _eloped tUea uaiqa COIIiJi....... ofbodI models which resu1tB in unlawful ntIt (SH
paras. 57 ft). 1'heI'efore, IPOCi6c reBIeliIl .... directee.t toward ~.ICIS-bueci rates ~ not neceaurily apptiC8ble to
curiaa SCM-tJued rates. US W.. ia illlUbIequeat 1993 ....~.......ONA ...... 011 a .... v....ofSCM not
reviewed in..invtllliplion. The~ of the~ SCM JII8IIeI wiD be CODIicIered in th.peDdiba invlllltiplion
of ....... 1993 acceu filings. 1993~ Access Tariff FiJinaI, CC Docket No. 93-193, 8 FCC Red 4960, nrlltllm, 8 FCC
Red 5119 (1993).
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reduced significantly. 7 Under our revisions to the DOCs' costing methodologies, the BOCs
retain substaDdal pricing flexibility consistent with our policy of encouraging efficient pricing
and inAoYatioD. 8 With mpct to US West only, we COBClIIde that US West has filed SSE rates
so UIlIUppOI'ted that, based on the ftlOOld· before us, its~ investment metllod must be
fouDd unreasonable. US Welt is required to fJ.le tep1acemellt, cost-supported ONA rates on the
schedule established for other DOCs' corrective fJlinls.

U.BACKGROUND

A. General

4. In the ComputIr.1D~g, 9 the Commillioo. initiated a process for replaciDl the
stnletural separation ratU-leRtS for BOCs' CIIIbanced service operations with nonstnK*Hal
safepatds, including ONA. ONA was desiped to UIIbundle certain services provided by
SOCs, both to promote efficient and innovative use of the network by independent enbuced
service providers (ESPs) and to prevent discrimination by BOCs in their offerings of BSBs to
competing ESPs and BOC-owned BSPs. The COIIMBiuioo concluded that the provision of
unbuadled basic service wbuil4iag blocks" would promote the ability of the BOCs' ESP
competitors to compete effecei¥ely. Hence, the CoauniMion onIered the BOCs to UIlbundle
from their existing feature poop access arranaements opdoaal feltureS called BSBs. The BOCs
described this unbu~ in detail in their ONA Plans, which were approved by the
Commission in 1990. 10 I

5. For purposes of.uJ NView, unbundled ONA serv¥:e elements are considered as new
services rather than restnJctuNd offerings, aDd so satisfy the costin, standard for new
services established in the Pad 69 ONA orw aad DNA Reconsidontion. The bit
69 ONA Order adopted a ftexible, cost-baled appr..a to Pticin. these aNA services that
requires BOCs to base rites for UBs on direct COltS plus reasonable, unifOtm ovedleads.
Specifically, this flexible cost-based approach pennits camers to adopt their own methodologies
for developing direct costs and overhead costs, allows deviations from these unifonn overhead
loading methodologies if adequately justified, and gives sacs an opportunity to earn a "risk
premium" to encourage particularly risky new services. 11

, A cbut IlpeCifyina the effects 0( our~ is included as Au.chment B.

, III Part 69 ONA Order. 6 FCC Red at 4531. para. 38.

9 ~idnIeID of Section 64.102 of ... CcmuniuioIlt. IluIes ....~.Ilepert ud Order. CC Docket No. 85-
229. 104...FCC 2d "..8 (1986~;t 2 FCC Red 3035 (1911) em.<. . '.M:!IliI:...!'!:" 3 FCC Red 1135
(1988) (flaw I~ . • wopd futdw ...... 4 927 (1989j <fbIII I Secopd".....
~tAIIieiiCfiiieag of . 64.702 of the Conn ioat.lt... aad Real!ktioas. Report aad Order. CC Docket
No. Is,; t 2 FCC Red 3072 (1911)'~ U~? ... 3 FCC Ilc4 11$0 tDwlUmcrit ~).YIC" _IMIQ.
Califoraia v. FCC. 905 F.2d 1217 (9Ih u. 1~ . . . . lllinoia LifTer. v. FC • No. 881364 (D.C.
Cir. pet. for rev. 6led May 16. 1988). See 11Io . ..: Bell Operating Company Safeguards and
Tier 1 Local Excban&e Company Satitpardst CC Docket No. 90-623. 6 FCC Red 7571 (1991).

10 FiIiD& aad Review of Opea Network Arcbitocture Plans. CC Docket No. 88-2. Phase 1.5 FCC Red 3103 (1990) (ONAA......, PJw Order).

11 Part 69 ON.\. Order. 6 FCC AM It 4531. pans. 42-44. Ill ......·ill. tiletile!~A~. we relaxed ClUJ' DeW

llClrVieenquil't..... in cues ill wIUaIa. BOC is ofI'erin& a ..., .-rice""""" BiaIikr to aaeKistiD& BWYice tbIt the SOC
expeeCll CU8CUIDer aDpation betweea 1erriceB. In dto8e cues... BOC if aIlrried flo 0iICabJUil all)' new IeI'Vice price lea daan
or equl to the price of Ihe existin& service. ONA Reconaideration Order. 7 FCC Red at 5236-37. paras. 8-11.
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6. In the wake of tile PItt 69 QNA Outer in 1991, the BOCs tariffed several dcmm
diffaent BIBs. 11 ODe exutple of a BSE is AuII:8Idc~r Identification, which idelltifies
the biDing number of tile caDi.. party. 0tIIer e-,,_ of aepararely usefal BSBs iac1ude
services used by burglar aJanD companies, such u tile Derived Clumnels (Monitoring) BSB, 13

and Uniform Call Distribution. (UCD), which avoids over-bunteniDgiDdividual statiOIlS in 1arJe~
scale operations such as reservation systems by distributing calls uniformly among inCODWlg
telephone Jines.

7. To develop initial BSB mtes, BOCs first enter switch usage data from traffic studies and
capital costs from plant MCORIs into computer moclels. 'l1IeIe computer models also contain
detailed price and perfOl'lDallCe lpeCifications from switch manufacturers about their switches~
The SCIS/SCM models ate uted to aenerate UDit inveltmeot for specific switch types, for each
BSB. As an early step in this process, SCIS clevelopl a "model office, II which is an aveniit'
of all the existing switches of a certain type in the HOC's lIdwon:. 14 SCIS emp101S the model
office to generate unit mvestlllellts associated with providillg each BSE over a particular switch
type. Then the BOCs develop I total unit invellmellt for each BSH by calcuJacin, a weigl8d
average of the unit investments produced by each model office. In weighing the unit
investments associated with particular switch types, the BOC either assumes the mix of switch
tecbaologies present in its .-wort (the "em""'" 1IfJPft*h) or a mix based on pJaDllll'd
replacemellt decisions (the "pt'OIpICtive" tecImolotY mix). FiDally, using tIle8e agrepte unit
investment amounts as a llue, the carriers apply direct cost factors and overhead loading factors
to estimate the costs used to compote BSH rates.

B. Use of Proprietary Data to Compute Rates

8. In the ONA context, the Commission for the first time is involved in the detailed
oversight of exchange carrier ratemaJdng processes that disaggregate local switching functions
into discrete services. As explained in deW] in the $CIS Disclosure Order 15 and related
Freedom of Infonnation Act decisions, review of this process inherently entails review of
sophisticated computer models, as there is 00 other practicable method by which to reasonably
and consistently recognize the use and associated investment of switch su~components in a
variety of service offerings. 16

9. Both SCIS and SCM eIIIploy proprietary pricing &lid switch design infonutiOll supplied
by switch vendors. Belteote aDd US West also hold iitteUectual property rights in the models.
After reviewing SCIS/SCM in camera and evaluating manufacturers' assertions that they would

12 ONA Amepded """ 0nIK. 5 fCC Red at 3122-23, App. C.

IS NYNBX offers this SSE under • trademark name, PULSENET.

14 By. -type- of switch, we .....brad of switch produced by a IpeCific manufacturer, IIUCh as ATI:T's 1AESSswitch
or 5ass switch, or Northern Telecom's DMS 10 or OMS 100.

lS Com...iaaR~~'•• sailtiDIr~_.M*rial To Be Filed widl Opea Network Architecture Acceu Tariffa, 7
FCC Red 1526 (Com. ~.... 1992) . DDIIr). A COtIpIaioa Older adopted today deaie8 MCl's .ppIicIItion
for review of die SCIS~ • ~ow, in Section IV.B., coatentions dlat the di8cloeuR of dleee
materiaJB was inadeqIWe for meaainlfUl iatervenor participation.

If It is weD eItlIbIiIbecl that "the It t ·'-....ave Procedln Act ... DDt require that evetry bit of bacqrouad idfOl...aon
UIecl by an ......ni'llrative aa-cy be JM".... for public COIIIIII-.t, - u 1oa& u ... IUfticieat to IIUpPOl't die apncy'. acQona
were~~ petiUoaen fbi' eel 111 •• B.P. GoodridI.~. v.~ of Tr.-Pc*tIIDon, 541 P.2d 1178, 1184 (6Ih ~.
1976), cpt. • d, 430 U.S. 930 (19'77\'1~MiaiIta ....... LiI:ipIion, 627 P.2d 13416, 1354 n.9 (D.C. Cir.
1980). As cilcuued more fully below, SC . II did not prevent meaniJlaful review of SCIS.

5



~
I

suffer competitive harm from tile disclosure of the model or vendors' data used to develop aDd
maiDtaiDit, the Bureau deeermined iB tile Sai Iac_ 0nIer that the SOCs need not IDIk:e
these models available on tile J!blic record under die Fmedom of Information Act (FOIA) or
Commission Rules. 17 SJeCiftcally, FOIA Bxempdon 4 provides that "trade secret and
CODlIIIeICW or fiuncial idJrmation obtained from a person and privileged or confidential" is
DOt subject to mandatory disclosure. 18 However, in tile aublequent SOS DiscIOlUl'l QJder, the
Bureau established two discnmonary procedures in order to balance the interests of Bellcore and
switch vendors in keeping proprietary information confidential, and of intervenors in
participatiag .effectively in the ONA investigation. Speciftcally, the Bureau required BeIlcore
and US West, incooperatiOll with switch vendors, to develop tedactcd SCIS and SCM models,
which would allow iDtcrveaors to observe the models ill operation, and dcaenniDe their
sensitivity to changes in various iDput data values, without disclosing the most sensitive
proprietary data. These ndIcted SCIS and SCM models, as they were later mfined, were
provided to intervenors subject to DODdiscloSUJe~. 19 In addition, theSCIS Djeclcwn;
.QrdDr~ BOCs to hUe 111 indepeDdent auditor to ~w SCIS, file a report with the
Commission, and provide mtcrvellOl'S a redacted version of this report. The BOCs hired Arthur
Andersen and Co. (Andersen) for this purpose.

10. On March 4, 1992, MCI .-de an ex selJtltion to the Bureau staff cooteaeIiIJa
that the SCIS mdacaionI wae so excessive dat die bid been made useless to iDterveDors.
Burtau staff had also idMfiftlld deficieocies in tile lint~f and tile BOCs subsequclltly
developed a second redacted model. This model, ..... ntfcned to as "Redaction n," is
discussed below. Several intervenors filed comments under protective cover based on their
examination of the redacted SCIS/SCM models and ADdersen Report, and the BOCs filed
replies under protective cover. 2l

ID.ISSUES

A. Flexible Cost-Based Rates and Rate Variation

11. Some intervenors have asserted that BSB rates that vary as much as these cannot all
be reasonable. 21 Others state a more general positioo: that the Commission's "flexible cost
based ~h" allows too much flexibility, ud JUf lead to unreasonable or discriminatory
nates. The BOCs respoad that the flexibility provided by SCIS and other aspects of their

.7 COIIUIIi8Iion RequiremeaIII for COlt Support Materials To Be FDId wiIh Opeu Network ArchiteeIUre Acceu Tarifti, 7
FCC Red 521, 521 n.4 (Com.Car.Bur. 1991) (SCm In Cuwa <:JaW); _'PJ9L~ degjsd. 8 FCC Red 422 (1993);
AUnet Communications Services, FOIA Control No.~~CItCd 6329 (1 2) CAUnet Order), !B!Iu!W AInet
Communications Services, Inc. v. FCC, 800 F.Supp. 984 (D.D.C. 1992).

•1 Fmedomof InfurmatiQll Ad, 5 U.S.C. § 5S2(b)(4).

19~ LeIter from James F. Britt, BeUcore, to Chief, Common Carrier Bureau (July 31, 1992).

-In addition to dae pMwti.,... tile A1t4enen Report, tile ..... by ill ..... of Decemtw 11, 199.2, directed~
to feIPOIId to leVenl C(Ueriea dIwelGped~ the Bureau and inkIrvenan.~, Andenea and 1be BOC. were required
to comply with a data requeat iuued by the Bureau on December 14, 1992.

21 Sprint OppoGtion at 2-3; GSA OppoIition at 2-3; MCI Oppoaition at 3-4; Ad Hoc Oppoaition at 7-9.

2Z Spriat 0pp0Iiti0n App••• at 1-2; MtIIIoIDeCIia 0pp0riIi0II at 7-8; WItel 0pp0Iili0n at 17-18; Ad Hoc OJp_oa,
~ I, .4-6; Mel 0pp0IiIi0a • 34-35. '" tito SpriBt Oppuilliaa Appendix at 3-5(~ v.-.- ia liSE ....
rerultin& in ditJerencea in die way BOC. agrepte data, and recommendina UIlO of heIlchmartinl ia review of SSE nIet).

6



ratemIting process is consiatent with the Commission's flexible cost based approach, and any
further limits on their flexibility would be iIlconsisteat with the Part 69 DNA Order. 23

12. Dramatic rate variance alone does not atabtiIb that individual Jates are u.-easonable.
Rather, we determine the causes of the variance and wb.etber some ratemaking flaw
makes some of these variaDt mtes umasonabIe. LoPi reasons for rate variance iBdude
differences in demand patterns, population density, or network configurations. As to the BOCs'
assertion that any revision to their rates would conflict with the Part 69 DNA Order, the
"flexible cost-based approach" described in the Part 69 DNA Order was intended to give
carriers flexibility sufficient to encourage efficiency and innovation, not complete freedom in
developing rates.

Once the direct costs haw been identified, LBCs willadd an appropriate level of overhead
costs to derive the overall price of the new avice.
""'immefficicmtR!iPiN WI. notma.P'iwvrjf.:== =::~
to justify the 19ft" -hnfIqloey the,y seJect IS nil M lAY doviations from it.

Part 69 DNA Qn:Ior,at 4531, para. 44 (emphasis supplied). 'Ibe Commission's intent was to
permit carriers to~. a dUODable and CODIi....,JMtbod for their idenUflcation of direct
costs, with the fleUbili!r ...-s for efficieIIt~. to be achieved in the admiDilttMve
loadings~ to the diJect cost figures. Tllus, J.imitinI caniers' ratemaking diacnitiOll,' U
we do in this Order below, is eatiIely consisteDt wida OIIJ' iDtent in the Part 69 DNA 0*. :M

None of these limitations OR ratemaking tlexibiJity aoticeably reduce the incentives. we
established in the Part 69 DNA Older for development of innovative new services and efficient
prices.

13. In considering whether carrier ratemakiDg dilcretion associated with specific designated
issues has led to the~ of unreuoaable.-s, we daefOre have considered (i) the
specific cost justification .........ents announced ill die Put 69 ONA Otdor aDd (li) the
consiatency of specific BOC ~res or~ with geJIenl1 ecoaomic theory, .as
recognized in Commissioll policy. In addition, wbile not directly telated to rate levelsJl[..¥,
we have COIlSideftd the extent to which such exercila of disc:retion are exempt from public
disclosure and, thorefote, pmcluded from eXJIIIiWinD. by iJlterated parties. A recurring
challenge in this proceedinc has been to afford intervenors, accustomed to full disclosure of
carriers' cost support materiaJs under our Rules, a JDeIIIin2ful opportunity to review ratemaking
proceues obscured by JePi-. proprietary CC*«DI. 1lais d.ilficulty is inherent ill the use of
models, as expJained pmriouIIy, but to the eDIJt dill ntemalrinJ discretion caD be exeJdsed
in a more publicly accessible IIqe of the process wM.out compromising carrier flexibility, we
consider the exercise of di8cretion at inaccessible stqes to be a less reasonable approach.

14. The issues surrounding the BOCs' BSB rate development process can be broken down
into three g;mups.. First, there are issuesp~sea&ed by the inputs chosen by BOCs topiH. &0

:IS P8cTel Reply at 1; US Welt "Iy at 6-7; BellSoutb Reply at 3-4, 18,25-26; Ameriteeh Reply at 2; NYNEX Reply at
6; P8cTel Reply at 7-8; Bell Adaacic Reply at 6-7.

:M GSA ad MdI'omecIia coaIiIIDd.. tilei.-deeip'ted by the ..... do not ldequllte1y focus diacUIIion on the IOUrCeI
of van.aon or~ of BSE rIIIiM. GSA 0pp0Iiti0Il at 7-1; Menmedia Oppomtion at 3..... AcoordiDa to WiIte1
and Ad Hoc, die uaall COlIs tIIOClUIad willi JItAIIY BSBs, 0Cbec IIIan ANI, do not warnat Che UJIbuacIIin& of Choee SSE.. Wiltel
0pp0IiIiaII1It 4, 13-1S; Ad Boo ow.ulili...,Appeadix I, lit lQ..11. NJ Hoc corda de. Chat *e BOC. have not juIIiied My
ONA 1'1II8I, aacllO Chey ......aU ... 1'tljIclIId. Ad Hoc app.iIioD, Af. d 1iJu I. lit 19-11. Theae peIiIioDen.... _ wIaicb
have been .....av.t in prior Ca . lint 0nIIn, or are nodIiuta ..... eitplaced peCitioaa for l'OCOOIidentioD of the bI!
69 ONA Order or Che ONA De!iS""'i9' Order. Thu., none of Cheee iuuea warrant rate reviaions.
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the SCIS/SCMmodeJs. 5ecoIIcl, the equatiORS within the saS/SCM models include variables
that enable the BOCsto M1ect tlteir specific netwOlb IIId service 8ftU in their BSE cost
development. Third, SCIS outputs only represent the BOCs' unit investment in each type of
switch for each SSE. The BOCs then deve1q) diftlCt eMs based on switch investment, and
ovedtead costs, to deYelopBSB rates. There are several issues surrounding the DOCs'
development of direct cost factors and overhead loading factors. These issues are considered
below.

B. SCIS Input Issues

1. Representative Model Offices

IS. SCIS bases its BIB imrestInent studies for each switch technology on a "model office."
As aIRady noted, each model office is. an average of all the existing switches of a certain type
in the BOC's aetwork. WbIrher SOS produces ......... JeSUits dq)ends in~ on whedter
the model office is baed OIl a representative IIIIIPJe of adUal switches. Ameritech,
BellSouth, Nevada Bell, NYNEX, Pacific Bell, and Southwestern Bell state that they developed
their model offices on aU or pnctically all the switcllillJ offices from which they will provide
BSE services. 26 Bell AtJaDc\ on the other hand, UJeS a statistical sampling technique for its
JarFrstudy areas. BeIl..vaemc bases its model office on a sample of 60 percent of the
switchiDI offices. 1:1 For III bat two BSBs, US West .... all of its switelles to deYelop its
model olfices. For M.Ilce.. Buy Key IDd Meaqe Deliwry, US West used only swUches in its
central rePon (form~MoiJDtain Bell) in~ its model office. 21 . Several interveoors
assert that the data'ave to them is insufficient to dIteJ'mine whether the BOCs have skewed
their sampling techniques or strategically selected switches for inclusion in the model office,
and emphasiu the need both for standardized sampling procedures and for current data. Z9

16. The Commission Sb'OIIIly prefers that BOCa bale their model offices on all switching
offices in their service retJeas. 'Ibis eliminates a~ souree of bias in rate development.
We conclude that the mocIDl offices of Ameritech, NevIIda Bell, NYN'BX, Pacific Bell, and
Soudlwestem Bell are~ representative of ofIbs dlrat will be used to provide BSBs. We
also conclude that BellAdllltic's sampling techaiques produce model offices that are
representative of offices that will be used to provide BSBs. Bell Atlantic's statistical sampling

2J FOI' ·1WiIIcIIiIa o5oe WcJuded in dae ~__ COlt __, dio carriers wen cIineied to
~oa record die CCJmIIPO, lot IWitcia , 1\._ awiIdl <:qIIOity at repIaoeaIeat, dtat are ..... as
iJrputII to sel$. None of dae iatIJIJ ~""""'1pOCifkdy 011 ~OD .......,.,aon. providocI iA die IOC.'
direct QUI8..... on our ox'·; t 01 , ." .........., and we lee DO t'IlUon to requite nMIIion
of diOie u'l'l'lf'lioas. Ad Hee ,.....ny dtat BOC. be to ..,.eify their IIWitcb elduIu*on ............
for a lItUdard period three yean _ the future. Ad Hoc 0pp0IiD0n, Appendix at 6-7. 12. However, Ad Hoc has not
oxpJaiaed why a IIaDdardized dane y..- forecuting period wauld be more iMlrudive than the switch exhaustion data actually
IUbmitted by the BOC. in their dinlCt cues.

26 Ameritech Direct Cue at 2; BoJISouth Direct Cue at 24-25; Nevada Bell Direct Cue at 1-2; Nevada Ben Supplemental
Direct Cue at 2-3; NYNBX Direct Cue, Appendix A at 1; Pacific Bell Direct Cue at 1-2; Southweltem Boll Direct Cue at
3-4.

2'J Boll Atlantic Direct Cue at 2-3.

26 US W.. Dinct Cue at 2-3.

2t Willill 0pp0Iiti0n at 15-17; Mel 0jlp0IiD0a at 16-19; Ad Hoe 0fp0Iii0n, AppeBdix I, at 8-9; Meeromedia 0pp0lIiIi0a
at 11; SpriIIIt 0pp0Iiti0n AI, Ivlis It 4; Ad Hoc 0jIp0IiIi00, Aw;••1, at 8-9. III!L.II! GSA~on at 4-5. Wil'I'e1
criti...A!tIwr Andenon for not cUcolllliag the av..gincprocoMuedby BOC. to develop model oMcoe. WllTel 0pp0Iiti0n
at 35-36.
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tee!UDque selects switcbinc oft'ioa in a random fashion wbich will not skew the resulting model
office III any way. FurtbellBOle, Bell Atlantic's sample size of 60 percent is large enough to
provide statistically reliable sampling results.

17. Because SCIS does DOt have sufficient capacky to aceonunodate the large number of
switching offices in BeIlSc*h's service region, BeUS08dl cJelted and employed a "user-defmed
study" to develop Medel ofIicea. ADdmeIl exaaniued ..JIouth's uaeroodefined study as part of
its SUpplemeBtal Report. 30 Andersen verified tIE SCIS cannot accommodate all the switcJUng
offices ift leJ1South's repon, ad that the uaer-deliDed study produces results which are
virtually identical to the MUIt IIeIJSoutb would have dlai- if it could include all its switchiDI
offices in the model office.'1 Bued on A.ndersen's fiatiaIs and our own review of BellSGatb's
user-defined study, we conclude tbat BellSouth's user defined study is representative of offices
that will be used to provide BSEs. :n

18. In contrast, US WfJIt provides no teasonable expI8nation for using only central offices
ill its central region to develop 8Mle1 offices for Make Busy Key and Message Delivery BSEs. :J3

Nor has US West showa tbat tis centra1l'e1ion is reprelClltltive of its entire service tenitory.
The US West rates for.,. BSEa are therefore UIJIlIlaIOIIable because they are baed on an
unexplained methodolOJY whicll could distort Dtes, and we find thoae mtes unlawful ontbis
ground. Specific instructioDs regarding US West are discussed ill Section m.B. of this Order,
iofD.

2. Noncurrent SelS Models and Traffic Data

19. BeHcore updItes tile sas model several times each year to reflect switch
manufacturers' hardware and software upgrades. 34 The a1&orithms in SCIS are based in part
on actual traffic data for all of the switching offices the BOCs use in a study. Staff review and
the Andersen Report indicate that outdated SCIS versions and traffic data each can significantly
affect SCIS investment~. IS

20. Allnet and AT&T contend that none of the BOCs have justified their use of either

'Il~ Leaer from Chief. Tariff Divilion. to James F. Britt, BeIlcore. December 11, 1992 (December 11 LeIter).

'1 Supplemental Arthur AftcIenen Report at 9.

J2 Where a carrier elects to deput from the model oftice~ of SCIS aad ldiIize a "uaer-defined 1tUdy." it muIt,
in die ONA context, deacribe die SCJS IimitIld.ons Chat reqlIft lie ..........~ die equivaleace of ita U8eJ'
defined llUeIy re8Ults to SCIS' 'operMionI under ItlUIdard lecting., as lttlIISOuIft rw dOne in dUB context.

IS~ US Welt Direct Cue at 2-3.

M The flequeacy of.,....·I0 .....__ia .............. ill · lI'u ch8ruIIriItic between lell ...
SCM. III ADdenen Report 8t 41, 71; SuwIJ.lataJ AndeneaRepoct8tS4 ? ten ofmocllltl by C('f • (In ....
conInaI Chat SCIS is updated 8ft o6en Ibaa SCM. F«'" I', ia .. ONA fiIia&. US Welt U88d SCM to mocIel
5BSS ...1Gftw.... VCIioa SBS ·1 NI in 1_, ......WIIiaIa 586.1 becaaIe av..... ia eady 1991. For
the DMl-N1X40 nitdI, US W_.-dieM eo model8O&Ware~8C829. wIIicb wu available from Mardt eo S.......
1990. while veraion BCS31 becaIo avaiIIlble in January 1992. ~ ADdenen Report, Appendix 18; .SUpplemeaIa1 AadInen
Report, BU. S.

IS §Ie Supplemental Andenen Report at 33-35.
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outdated venioDS of sas or ok( t1Ufic studies. 36 PacTel eoatends that it is appropriate to use
different versions of SCIS because BOCs bave tf.iffoMlt venioDs of vendors' so~
CODtrolling their switches. 31 BellSouth insists that it used tbe most current version of sas
available at the time of its most recent traffic study, and aserts, in any event, that the effect
of differeat SCIS versions OIl .. is small. 38 NYNBK DOtes that it did not use the most
cummt version of SCIS for ta JJSIIs offered by New Belland Telephone and Telegraph Co.
(NBT), but maintains that DO JIIIQor~ in switch techMlogy occurred since the release of
the sas version used by NYNBX. 39 Many carrien~ out dlat traffic studies require
considerable effort and cannot be performed on short ..ace. «> several BOCsinsist tIt.JIt model
office input data are updIted 011 a JelUJar basis, aDd 1IIIIt die dIta &Ie~ed periodically to
reflect daaDges in demand. 41 NYNBX and US Welt _.min that studies have liUle
effect on BSE rates. 42 Bel1South maintains that its traffic input data varies little over time. 43

21. We have detennined, based on our internal review of SCIS and on Andersen's
supplemental analysis, that SCIS will DOt derive accurate unit iavestments unless tile switches
used to provide BSE services (including haJdwam aDd software) for which the study is
undertaken are accu~ reIlsted in the SCJS vorsioa tiled in the cost analysis. 44 Use of
diffaaat versions of S CD often bve a sipificaDt e«ect upca 50S outputs, and tbeRf'ore,
upoD BSB rates. ~ To allow carriers to select .y v.... of SCIS for investment studies, or
to use models and input ..... do not reflect tile IdUII pJaat U8ed to provide tile service,
does DOt lead to rates desiped to recover reasonable costs as required in the Part 69 ONA
QIdm. SCIS is a forward-looking model that calculates investment based on switch replacement
costs rather tban historical or embedded costs, aDd the IIICR ft!lQCIIt SCIS software prov_ the
most up-to-date design and pricing basis from which to estimate future BSE-specific investment.
Therefore" we conclude that any carrier using SCIS to develop BSE investment must rely on

" AIInet Oppoeition at 6-7; ATItT Oppoeition at 9-13. See !lip WilTel OppoIlition at 39 (criticiziaa UIe of outdIded
venions of SCIS); AJ1Det 0pp0Iili0n at 7-8 (noting that AncIenen dillculHd AIneritech's and NYNEX's U8Cl of old versim. of
SCIS); Ad Hoc Oppotition, Appendix at 12-13 (recommending that the Commission require BOCs to use the most recent
version of SCIS available).

" PacTel Reply at 2.

,. BelJSouth Reply at 26-27.

"NYNEX Reply, App. at 8-9, M PMfitied by NYNEX Erratum at 2-3.

«I NYNEX Reply, App. at 8.

41 Bell Adantic Reply at 6; Amelitech Reply at 6; Southwatem Bell Reply at 9-10.

C NYNBX ElRtUm at 4-S, miIiI& NYNEX Reply, App. at 8-9; US Welt Reply at lS-16.

4S BellSouth Reply at 27.

.. WilT. compIaiJu that Ihe~ Report does not ...,.teIy clilplay the eft'ectB of U8ira& cIiffereDt SCIS verwioal on
BSE...... WilTei~ • 30-31. 'I'IIenifere, the 8uIaIu direc:ted Aadcnea ia ita Supplemea&al Analylia to examiDe
funheI' lIIe eft"ecIa of cIifI'enIIt SCIS wnioBI on BIB rates•

.., For example, the ADdefteadMa .......iJr. M1IItiIiIIe ...a..., UCD Line HUIIIIift& BSE, BlllouIh....elder
SCIS venioD. Buecl on die ....".... lkUoadl filecI diIeet NCUIIiItI ClOIU of $5'.91. If, however, it 11K ueed die CUI"I'8IIt
SCIS veniob, direct nourriIII~ wauIid IIaYe been $3.90, or a~ in direct 001II of .".-oximMely 34 pwoent.

Mecromedia recommenda Chat tile Commiuion develop IlOIIIe ...... to verify that future updates to invelCmellt mocIIia are
reuonable. Mecromedia 0pp0Rt:i0n at 4. We delegate authority to the Common Carrier Bureau to develop procedures for
review of fUture model updates.
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the most current version of SCIS available for its switch and associated operating software, or
explain its use of an older version. 46

22. One of the issues the sta1J refelRd to A8denen was the extent to which use of
outdated traffic studies may affect calculation of BSS rates. 47 Andersen found that the age of
traffic studies can significantl~ affect BSE rates when iDcRues in traffic are not reflected in
the SCIS investment studies. We cannot rely on old traffic studies, which may no longer
accurately reflect current traffic patterns, to justify BSB mtes. From the Aadersen infonnation,
it appears that all carriers except US West have now used traffic data and studies sufficiently
recent to accurately reflect CUJ.'IeDt traffic chlJac:terisbes. We require all BOCsto continue to
use recent traffic studies in iIture ONA tariff filiDcs. Instmctions for US West rate revisions
are discussed in Section m.B. of this Order, iDfIa. ~:

23. Finally, because tDffic .-dies are condDcted las fftlquent1.y than SCIS and switch
revisions occur, and do DOt consisteady affect SCIS iMilltnaent outputs to the same decree, we
cannot accept BeIlSouth'sarpment that SCIS versioBl COIIIIIempOraDes with traffic studies are
inherently reasonable. carriers should use the most recent SCIS version except when they can
demOnstrate that a less receIIt SClS, when used iD conjuetion with older traffic study data, does
not generate iDvestment OU1pUts that are so distorted as to be unreasonable.

3. Cost of Money

24. SCIS allows BOCs to MCOpJize their tilDe value of mone¥ through a diSCOUnt factor
called the "cost of money" factor. The ONA pmjpetim Order directed BOCs to justify use
of a cost of money in excess of the Commission's current authorized rate of return of 11.25
perceat. The DOCs~ tlIat 11.25·percent is merely the industry average that was developed
in 1989, and that this 11 .. appropJiate for a forwud-kding cost model like SCIS. loP Most
BOCs also assert that variations in cost of money produce de minimis effects OD BSE rates. '0

25. The BOCs am~ in arguing that tile)' sIIould be allowed to use cost of money
factors that they believe will be necessary to attIad capital in the future. While the
Commission's rate of return prescription reflects an industry average that was developed in

.., The 11M of an outmoded venion of SCIS to re8Cb NBT I'IIe8 is adequate, in liJbt of NYNBX's explanation and
demon8Iration that no major upcWes in switch technology bad occurred that would affect unit investment results.

47 &2 December 11 Leger.

• For eMIIIPIe,the~ ........ thIt for a ~, Ameritecb uled .. an~ for die MdiliDe
Hunt Group BS!~a value of 11.8.. JI'OUP caIIs.-i ." '-flour, wIlenu die BOC awnw".!.!1 calla
tenniJlMed. Buod on iIB tra5c ......,aon of 11.8, Ameritech &Ted direct recurriaI C08t8 of Sl.22, whereas if itI direct
reeuniD& C08t8 were hued on the DOC avenae, they would have been SO.sa, or a reduction in direct cOlltS of 28 percent.

49 The BOC. contend that .. COlt of IIIOIIey facton ...............lookia& COlt of debt IIDd eqwity. A.-iIIIch
Direct Cue at 3-4; Bell Adaatic Direct Cue at 3-4; 8eUSoudl Direct Cue at 27-28; Nevada Bell Direct Cue at 2-3; NYNBX
Direct Cue, Appendix A at 3; PIIcific Bell Direct Case at 3; South..... Bell Direct Cue at 4-5; us Weat Direct Cue at
3-5.

50 AJneritecb Direct Cue at 4-5; BeIISoutb Direct Cue at 21-29; Nevada Bell Direct Cue at 3; Nevada BellS~
Direct Cue at 3; Pacific ...Dinct·e- at 4;~Bdl DiNcIt Cue at 4-5; US WClIt Dinct Cueat 3-5; . AalMlic
Direct Cue at 4-5. For ill put, .. Adatic _maiDs that, if it ....... 11.25 perceat &pre for ClOlIt of 1IIOIIey, .... the
unit inv...... for itI BSBa wtNId be ndIIced by &Il avenae of 1 percent for analoalWitches, 1.5 percent for diJitalIWillchea,
and in no cue would the reduction be more than 6 percem. I!I.
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1989, it took into account fluduations in the coats of CIJ)ital in the future. 51 The BOCs bave
not shown that they will need a cost of money exceMing 11.25 percent to attract capital in the
future. Accordingly, absent a stronger evidentiary showing, we require the BOCs to develop
their BSE rates using a cost of money factor not to exceed 11.25 percent.

C. Assumptions Made When Using SCIS

1. Average or MIfIiaal Unit Investment Studies

26. Conceptually, anoc.tion of common ilIv...t _olves two stages: (1) distinguishing
common iltvestmont from BSB-Ipecific investllleDt; IIId (2) aJlocadng common investment in
an economically rational way between two or more services. In SCIS, the Average Study aDd
Marginal Study methods are the two ways to allocate shared or "common" investment among
sevetaI services (the variou BSBs and BSAs). For each SSE, the common investment is
combined with the SSE-specific: investmeut for 51h feature. The choice of Average or
Marginal Study methods bas·a substantial effect on the unit investment developed by SCIS.

27.SClS implem.ts this two-stagep~ in tile following way. As a fll'St step, SCIS
broadly defines commoo im l.blNDt as investmellt thIt is iBseDSitive to the level of demand for
the various BSEs and BSAs, up to the capacity of the switch. The SCIS tem for this common
investment is "Getting Started Costs" (GSCs). The dollar value of GSCs is significant and
includes all hardware and software that cannot be directly assigned to lines, calls, or holding
time. 52 As described below, the identification of GSCs with common investment is not,
however, a final determination. . .

28. The next step ia sas is determining wiledla' tile Average Study method or Marginal
Study method will be DIed for BSE investment studies. Under the "average study" method,
SCIS asips a portion of--.on switching investaellt to each SSE (and, implicitly, to the
BSAs), 53 while the"~ study" method does not routinely assign any common switching
investment to the BSBs. 'l'1IeIe are two exceplions to tile latter method: where the SCIS user
assumes. that provision of the BSE will acoe.... tile exhaustion of switch capacity (the
"exhaust before replacement" IUUmption) or for otIIer reIIOIlS directs the model to assip some
common investment to the BSE under study (the "capacity ovenide" assumption), some
common investment will be assigned. Thus, two variations of the Marginal Study method
recharacterize some GSCs as demand sensitive and reassign them as BSE-specific investment. 54

Neither the usual Marginal Study method nor the Average Study method recharaeterizeany
GSCs.

32 GSC. include cencnl proceuorinvealeat. and con.in OCher inv.....usociatedwith maintenance. testing. and certain
unclendilizaaion of capacity CiaL. tile 00It of UIIU8ed capllCity Chat ..at be allocated to lbe various features using lbe switch).

» AA required in dais~. die SCIS develops COlD for BSEs oafy. not SSAa. Bocuse SSAs are prioed a die
reaic:IuIl of lc*l switching costs after removal of all SSE costa. however. common costs lbat are not asigned to SSE. are
captured by SSAa.

,.. In tile wuhaust.... I"'E C E "W v.-illioa, SCIS ...,.......m tim in wIIicb pIOViIioo of • BSE ClMIIeI tile swiIcb
to exa.rst its .,.city pAor to tIae.. it would odlerwiIe be ",IEoed. Iu ... cue, provi8ioaof lbe BSE doea. in fact,
c.use addiCioaaI asc. md.....are.......... _gned direcdy to die ISS. 'I1re.~overridew option aaalyzes. similar
situalion. but allow. SCIS usen to quantify lbe amount of GSC. 1bat are dinctly auigned to lbe BSE.
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29. After thus adjusting GSCs to recognize any exceptions directed by the sas user, the
AVeDF Study method aIJocateI aportion of the -.;.... asCs to the BSE. Under the Average
Study method, GSCs am allocllted to each SSE based 011 Mlltive central processor uace (cycles
or milliseconds per busy hour, depending on the type of switch). The Marginal Study method
allocates DO odjust~ GSCs to the BSE.

30. To determine the RlIIOII&bIeness of this aspect of BOC :ratanakiog, the Commission
must • determine whedler the BOCs have~ identified COIDJDOD iDveltm.ot.
Di~common im_... from other switchiJII iavestmoDt is a difficult problem, both
coneeptuaDy and practically. Whether or not invesa.. is identified as common· depends 00
assumptions made about stICh matters as the~ life, capacity, utilization and type of the
switch. ID large part, dec.. CODCeI'IIiDI tIIeae IDIItters properly rest on the expertise of the
companies' engineers and cost .-Jysts. UD1ess there is~ to believe that the companies
have relied 00 unreasonable lRalysis, the Commi'ssion llOl'IIlIlly defers to their judgment. In
the ONA context, neither the Commission's mview DOl' the Andersen report has revealed
obvious reliance on unreasonable analysis. Thus we believe, at present, that the BOCs'
identification of common investment by the sas model is reasonable.

31. The second ... of our analysis tequila tIIat we determiDe wbether tbe HOCs have
reaS8lllbly allocated c.om-. illvestment to the ••. Several co.mtnenters suaosttbat we
should plescribe use of the SCIS maIIinal~ ..~ because tMy believe-BOCa abould
not include common switcbiDg investment in BSB rates. Southwestern sell aDd Be1ISouth
claim that marginal investment studies produce the IPPfOPriate cost floor on which to~
rates. 56 In contrast, MCI arpes that investment developed through maqinal iIlvestment studies
allow SCIS users to uDdelprice some selVices, which MCI believes would lead to overpricing
of adler 1IleI'Vic::es. Ma .. IDIintains tbat the _ ...1 investmeot study as described by
BeUSouth is flawed, becaue addiCiooal demand JeIdiDI to predlature switch exhaustion is not
considered. 57 We believe that the switch exhaustion assumptions used by BeUSouth are
reasonable. See n. 25, supra.

32. '!be allocation of common investment amon, maus services in an economically
rational way has been a subject of considerable study bf economists, regulators, and other
public policy makers. ODe traditional method of allocating common investment is the fully
distributed cost (FDC) medtod in which comDlOll invtl&lDeDt is allocated based on m~res of
relative use. Other medIods of aJlocatiDg CC*IIlOI'l iavestment include the Ramsey pricing
method, which looks to the characteristics of demand for several services rather than their use

» Bell South Direct Cue at 21-22; SouIhweItera Bell Direct Cue. 2; WiItel 0pp0Iiti0n It 5-8; Mebomedia 0pp0Ii1i0n
It 7; AIInet OJIpotritiOD at4-5.~AlllerMcb Reply It 4-5; GSA 0pp0IiIi0n It 4 (ftlalOlldlle lI"Jl&menIlI can be ... for
either Averap or Marainal). Iuf Hoc Opposaion, AppeDcix I, It 6-8 (Uee of Averap or MIl'PnaJ Colt AnalyaiI is
of eecoaduy iIIIpo.rtMoe to die . , _1IIpIiou reprcIiDc ftIildI ..........); BeiJSoulb Direct Cue at 14-21 (lite ONA
invelliption Ihou1d focut on wit....dte priciDa medlodolol)' is reuonablen6er than whedler it diffen from the medlodolol)'
of other BOCt).

56 SoudnvellIem Bell Direct Cue It 2; BeUSoudl Direct Cue It 9-12.

,., MCI 0pp0Iiti0n at 5-8; 9-11. Pnctica1Iy, the rault would be that, to the extent that BSE rates failed to recover
overhead COlts, thOle COltS would be recovered through the locallWitcbin& BSA rates. .
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of common investment to detennine appropriate prices. 58

33. Apf)Iying the Averqe Study method to C08IIDOII iDvestmeDt most c10lely resembles
FDC; an BSiIS· aftd BSAs ftJCeive allocations of~011 investment bued on relative use of,
~, the central processor. The Marginal Study IIlItbod departs from FDC in generally
allocating no common switching investment to the BSEs, though as noted, some options in the
Marginal Stud¥ method will allocate some common switching investment. Depending on the
relative elasticities of the ... and BSA, the JUfIi-l -.ady mediad may, in fact, cubic a
RamIey pricing approICh. Widlout kDow1edF of tile relative elasticities, however, it is not
possible to detenniIIe wIIIdIer tbis would be tile cue. ' Because tbae is an insufficieat recOJd
in this proceeding npnIina die dlooreticaJ. andprUical impJications of the use of KamJey
pricing, we believe it is pnDIIure to eDdone dIIt IJIPlOICh. We note, 1lowever, that tile
Marginal Study method lias the advantage of eIlCOUftIIi8I,~h lower BSB prices, innovative
services employing BSSs. We find that this advaDllle outweilhs the very small increase in
BSA prices tbat will be J*8Id through to intent.le switched access rates as a result. We
therefore pennit the use of the Marginal Study method for ONA.

34. At this stage, however, the implicatioBs of the IIIU'Jinal and averap study methods
for pricing individual BSBs are not fully develaped, aDd there is insufficient evidence in the
recmd from which to tee(UiIe ute of either method. MIIouIIl future experience may prove one
of the DNIthods, or~ odIer method, prefedble, we believe at this time that neither method
is unreasonable for putpOIeS of pricing DNA services. Therefore, we allow the LEes the
flexibility to employ either method. 1lO

2. Accuracy of Switch Prices

35. 'I1Ie SCISmodeI allows BOCs to develop unit inveItmeats on the basis of diffenmt cost
assumptions about the 1'fIitcIIeI. Under the "CJlIiaeered, fumisIled, and installed" assumption,
the switch price includes die costs of actually in.Uing the switch; under the "material"
assumption, the price includes only the price of the switch itself. Parties have argued for a
prescription of one method or the other, or a loading factor to reflect the difference between
the two. 61 NYNBX and BellSouth maintain that, because the camers' actual ordering and

,. lIE RaaHy..' P., RA&iii..10 tIIe.~ , Vol.• 37, No.1! pp..4.?-61, 1927..&2
IE, LL, WiIIIIn BIIiImol, ~ ~ MIl JIP. 1 1, and KoaneIIJ Train~ .......'
Chapler 4. 1M_ AUDet ..~ lit 4.. (....-a id . . . ~. E"MIItieJly, 1bi8 II bued Oft the
UlUnpon .... in monopoly 1IIIIItIIla, ov..u COIIIIUmer we1fu'e is ..Wnjpd by allocatiD& common COlts in proportion to
the utility of the IeI'Vice to dIe~. Under tbis medlod, aerYiceI for which demuId is relatively eWtic would be
al10cMed a proportionately ...u of COIIIIIIOIl COIta, aad IIen'iceI for which demand is relatively inelutic would be
al10cMed a proportionately Iarpr of common COIta. M aa 0UIIIIpIe, conaider several word proceuor WIClnI coanected
to a cadnl proce88Or. The ceaInl~'.lOftwareis confiaund for a muIti-u&el' environment and the colt of the software
is fixed aad will not vary with die ...... of Ula'll, up to a certlIiD c:IIPICitY. An FOC IItaIIdard mi&ht usip die COIta of the
~to wontpi'OCi6iiCW'aia. billed OIl e.cb user's total minutes on the I)'lIIem. A Ramsey pricing sWMIud would'diip
the COlD of die IOftware to u-. billed OIl iU utility to each cullomer. Thoee for whom the ability to UBe the I)'IItem was
...... would be ,. c.t than thoae for wboD'J I)'IteID UBe was diIcntionuy. Such. staadud would
involve ....ng e1IIlticitie1 of for acb clus of users.

" BSBs have 1IOt y avdabJe to~, DO .... have beea conducted reprdiaJ the relative
demInd of BSBI Aa. No~ Iw provided us with OOIlYiIIcinI ....menta regarding the relaa:ive eIuticities
of the BSBs and BSAs. Il!ll.IE AI1net Opposition at 5; Metromedia Opposition at 6-7.

co However', a siqlein~ ItUdy medlod must be U80d coa-.ely MI'OI8 allbKly area to reach cro.re foe ovenII
investment, and III 8bldy ueu included in development of a specific rate should employ the same investment 8bldy melhod.

6. Ad Hoc Opposition, Appendix I, at 12.

14

It



instaUation practices vary, we Ihould permit carriers to Ielect the switch costing investment
methodology tbat comports with their actual practice repnliDg the booking of instaUation costs. 62

We agree with NYNBX and BellSouth that no instroetion is necessary in this area.

D. SCIS Output Issues

1. Embedded« Prospective Costs

36. In order to ideDtifytbc direct cost of a service, a carrier must fmt ideBtify the inputs
necessary to provide the.w:e. To translate these iDputs iato costs, carriers must chooIe
either the inputs dial are reflected in its current mix of facilities, at the price it originally paid
for those inputs, i&." embedded costs, or the inputs it would purchase today at the price it
would have to pay to purchase those inputs today, ~, prospective or "forward-looking" costs.

37. BOCs develop ss.... from a weighted averqe of switch-specific SCIS investment
costs. These wei,lIted avCIIFS can be based on the current, or "embedded," mix of switches
used by the BOCs to provide BSEs, or on a futum, or "prospective," mix of switches. In the
DNA Ja.pt. 0nI0r, tile Bureau identified as an area of concern the appropriate mix of
switching· teehnolOJi,es on wbidt to base BSB rates. 5pecifica1ly, the Bmeau noted that many
BSBs are IIlOIe~ve to psovide from older switch tedUlolOfies than from newer switches.
The Bureau tentatively fOUld eat a prospective view miPt more accurately reflect the direct
costs of pmviding BSBs in: tile future, and milht aIao eDCOUl"Ige cost-effective techno1ogicll
improvements by~ BOCs from using old and costly types of switches when more
cost-effective types of switches are available. 63

38. All BOCs, including those who do not include analog switch costs in their BSE rates,
maintain that it is appropriate to include analog switch costs in BSE rates. Several BOCs plan
to continue to use analog switches to provide BSBs for tile foreseeable future, and in some cases
it is more economical toe~ capacity in an analOi switch to provide a BSE than to replace
it with a digital switch. 1M Pacific Bell and BellSouth maintain that including analog switch
costs in BSB rates would be a forward-looking approach for those carriers who intend to
continue using analog switches. 65 US West believes it is appropriate to include analog switch
costs in BSE rates because, at the time US West coDducted some of its cost studies, the BSBs
were available only from ualog switches. 116 Several ca.niers assert that some BSE rates go up
when analog switches are excluded from the technology mix, 67 and staff review and the
independent auditor's analysis confinn this.

39. Many intervenors contend that the BOCs' arguments contending that analog switches

lIZ BelISoutb Reply at 27; NYNEX Reply, App. at 9-10•

., ONA 1pyeIIigMicm Order. 7 FCC Red at 1515, paras. 17-18•

.. Ameritlecb Direct Cue at 5-6; Bell AtIuJtic Direct Cue at 5-6; NYNEx: Direct Cue, Appeadix A at 4; PIcific Bell
Direct Cue at 5-6; SouIbw.... BeD Direct Cue at 5-6•

., P8cific Bell Direct Cue at 5-6; IWISouth Direct Cue at 29-31. Set lie Soudaweltem BeD Direct Cue at 5-6 (u.e of
"embedded" technology mix is IIPPfVPJ'i* when carrier plans 10 conDaue 10 u.e Chat tecImology mix.)

1I6 US Wut Direct Cue at 5-6.

., AmeriIIIcIa Direct Cue at 6 .. Alt. C; BeD Adul:ic Direct Cue at 6-7; NYNEX Direct Cue, Appendix A at 4-5;
hcific Bell Direct Cue at 6 .... AU. C; US Weet BeD Direct Cue at 6.
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should be included miss tile point. Rather, the iuue **1d be whether analog switches will
be used to tepJace existiaI switches in the future.- Wiltel emphasizes that, althougb some
individual SSB rates would 10 UP. if analog switches~ included, total expected BSB revenue
would decrease by 61 percent. 69 Alternatively, Ad Hoc believes it is reasonable to base
technology mix on the existing mix of switch facilities, since estimates of future technology
mixes are open to BOC manipulation. '10 However, ifa forwanl-looldng technology mix is used,
Ad Hoc believes it is very important to insure that the cost development and ra1eIMldDg factors
utilized by the BOCs are CODliJtent with their engineering plans over a reasonable period of
time, such as three years, ... that this projectioD is """'y documented. 71 GSA believes
that tile BOCshave sbo'fln dIat tbeir use of ana10I switches in establishing tedmology mixes
is not unreasonable. 12 MOlt BOCa and most intervenors IJRe that a prospective teeImology
mix is pmerable, although they disagree on the extent to which this should include analog
switches. '73

40. The Part 69 aNA 0nIIr specifies that rates for BSBs must be cost supported under
the DeW service standard for price cap filings. 'U We conclude that, for pUrposes of this
proceeding, prospective COlts are the economically teJevaat costs to use to support BSB tates,
becaase they represent the COltS a nrofit maximi:riDl firm would consider in making a busiaess
deciIion to~ a DeW lIeI'Vice.~ Historical COlts IIIDciated with plant already in place are
essentially irrelevant to the deciIion to enter a ID8bt since these costs are "sunk" and
unavoidable and are~ by a new pmduet deeiIion. We also believe that. use of
proSJJllCdvecosts for DeW BSEs is in the public iDterest, because the resulting generally lower
BSB prices will encourage iDDovative services. 76 In contrast, the embedded technology mix
advocated by Ad Hoc would not provide the desired economic incentives for BOCs to provide
BSBs. 77

• Willel 0pp0Iid.0n at 9-11; AHnet 0pp0IiIi0n at 6-7; Metromedia 0pp0IiIi0n at 4-5.

'" WiIml Oppotition at 11-13.

'JO Ad Hoc OppoIition at 8.

71 Ad Hoc Opposition, Appendix I, at 9-10. See also MCI Opposition at 13-21.

71 GSA Opposition at 5.

." Ailleritecb Direct Cue at 5-6; Bell Atlantic Direct Cue at 5-6; NYNEX Direct Cue, Appendix A at 4; Pacific Bell
Direct Cue at 5-6; Sou1bwelllnl BID Direct Cue at 5-6; Pacific ..0.- Cue at 5-6; 8eI1Soudl Direct Cue at 29-31;
Wi1tel OppoIiIion at 9-11; ADnet 0pp0Iiti0n at 6-7; Metronledia 0pp0Iiti0n at 4-5; GSA Opposition at 5. See alto
Southweltem Bell Direct Cue at 5-6 (Ule of "embedded" technology mix is IJ'PI'OPriate when carrier plans to continue to Ule
Chat technology mix.)

74 Part 69 ONA Order, 6 FCC Red at 4529, para. 25.

." s.:~~~Tffit' 708 F2d 1081,1116-17 ('7tb Cir. 1983); Areedaand Turner, Pn+tqry Pricing
gel Rd:!!St~_ -:... __....... Act, 88 Harv. L. Rev. 716 (1975).

76 The Supplemental Andenea IhIport iadicateB the e1fect of alterialCIl• .........aliiprocea to rely on embedded technology
mixes would be to increue ..... ISE nile levels. For eumpIe, .. A8dencm data iDcticate Chat the .venae invellllDent
required to 8UppOI't the ANrBSE ....., JIfOIINICfi'¥e techno1ol)' .......... iB $0.000334, and $0.000612 uaing embedded
teehnololY weighting., an averap iacreue of 83 percent in avenae invellment required to support ANI.

77 In the ONA ~1IIIIImI0cdK. 7 FCC Red at 2605, BOC. were directed to reconcile use of embedded teebnolOl)' mixes
with the four paJa7BSirJWicin& we auouaced in the Part ft 0NA 0r4Ir. 6 FCC Red at 4531, para. 38. NODe of the
puti.' reIpODIeI1eadI u, to 1'eCOIIIIidIr'dle conclusion we r..-.cl aIMwe, that a proIpeCtive teebnolOl)' mix is the IIIOIt
I'ClUOIIIble medwd by which to develop SSE nte8. US West BeD Direct Cue at 6; Ameritech Direct Cue at 6; Metromecfia
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41. We therefore hold that the flied ONA rates, to the extent they are based on the
canier's technology mix ... COltS associated with ....deIed investment, are unjust aad
ul1ftllSOD&ble. We furtber ddenDine, under our praaipdve audIority contained in Section 205
of the CommunicatioJla Act, dIat ONA rates devdoped'lrom teclmology mix and associdld cost
data which reflect a psospective view of the canier's investment are, to the extent that rate
levels are determined by tbae factors, just and reasonable.

42. We also conclude that a forward-looldoa teeIIIo1GIY mix may properly include analog
investment whenever the carrier plans to use "'01 swailes in the future. Five out of &eVca
BOCs with analog switches ia tiIar technolOJY mixes~ that it is appropriate to include
these switches because they wiD COIItinue to be in service 18 the fut:um. In other words, theIIe
BOCs maiDtain that a JJIOIPfJC*ive teelmology mix may muouabIy include analoI swile". The
Commission finds these arpments to be persuuive. Our n=quimnent to justify inclusion of
analog switches should adequately protect against the manipulation of projections feaed by Ad
Hoc.

43. Ameriteeh and NYNBX did DOt base tIleir BSE fifes OIl a forward-looldoa teehaoIocY
mix, and therefore are hereby on:Iered to teeaIculIte their BIB rates based 08 a forward
looking teehnoloWu:, i&a" on the basis of current and future switch purchasing decisions.
In~ ONA . ,BOCa must continue to use a prospective technology· mix -for' the
weigllina of SCIS inveltR _ "'ta, and to explaiD tt... for includirtg anyanalolswitcbing
eqWp81e.at in that mix. 71 UJIIike the other mdbodokJlical iostnJctions diftlcted to BOCs in dUs
Order, which recopirle that lOIIle circumstaDces may ftlQuUe different tteaUDent, this
determinatioo constitutes a formal prescription under Section 205 of the CommuDications Act,
47 U.S.C. § 205.

2. Excessive Estimates for Direct Costs and Overbeld Loadings

44. Typically, in the ""king process, Jates ale _ to rec:over the sum of diJect COltS
and overheads. Direct costs, which are predomiDutly capital costs and other plant speciftc
costs, are closely linked to direct investment and are, therefore, usually calculated using direct
investment as a starting point. Overheads, in tum, are usually calculated using direct costs as
a base. In acknowledging this typical ratemaking proeess, the Pan 69 QNA Older required
carriers to provide ratios lor each BSE for (l) direct cost to direct investment; and (2) pnce to
direct cost. 79 In this section, we discuss carriers' estimates of direct costs and overheads.

4S. IDitial staff review of the tarift' filiDp i...... dIIt diRct costs for BSBs were
generaJly calculated from-' C()lIt factors deYe~ hill intemal company records. These
cost factors were applied to die BSE-speciftc unit mveltllleDt to calculate annual dirtd costs.
Because most companies hued tbek fa.ctQrs.oo iDtemal records" the resulting.factms ceuld 'Ret· ,

be evaluated. As a result we cannot determine whether the direct costs are reasonable. Also,
to the extent overhead loadings are usually based on direct costs, the reasonableness of the

Oppoaition at 5-6, si9D& Part 69 ONA Older. 6 FCC Red at 4531, para. 38.

11 NYNBX auertI daat BOCa .... be ".wiUed fIuibiIiIy to ... teabaoIol)' mix UIUqJtioaI to adIIpt to mubt
condiIiou. NYNBX Dinot Cue, AJpeMix A at 5. Howev_, IiIMle It allY Jiven tiIIlIo • BOC has only ODO teeIulolOl)' mix
refIectiDc its exiItiDg netwodt, it wauId' be uarealiltic to penllit • BOC to adjlut IWitcb mixea for • partlcuUr ISE or 1IIIIbt.

" Part 69 ONA Order. 6 FCC Red 4524, 4531 at para. 44.
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carrier's overheads is questionable.

46. With specific reIpICt to overheads, the stiff igjrialty COIDpaI'ed overlad mtios .->

~ the_carriers and ide8tiW BellSoutb's and US we.t'l overllead loadings factors as being
significaJltly IJiIher than otlIer carriers'. AamdinI1Y, in tile QNA DesjptjQl 0tW, the
BuRllU directed BellSouth ud US West to justify tbeir JoMIinp factmI. BeISouth asserts tbat
its overheads loading factor is based on the ratio of total local switcbiDg revenues to total local
switching incremental costs.. BellSouth explains that this loading factor is similar to the loading
factor it uses for non-QNA DeW services. BellSouth iDsiJts that this is ODe of sevoral possible
reascmable overhead 10ldiDl IIItltbodologies. 81 BeIlSouth states dIat the QNA investigation
should focus on whether eadt curier's priciDg~ is J.'eIIOIIable, rather· than wbed1er
it differs from the metbodololY of other BOCs. 12 Aa:oIdiIIJ to BeBSouth., widt the appJ.ieation
of the local switchiRg kwtiRp factor, nas for the new services ~ established in the same
relationship to theiriDc~COlts as are existi8l1ocalawitchiDg scndces priced with rapect
to their incremental costs." The local switching leVemJeS data for BellSouth are publicly
available and can be verifled. 14 However, the local switching incremental costs data are not
publicly available. To develop its factor, BellSouth claims direct costs of approximately $125
million without explanation. AbIent a clear, verifiable ex.pIanation of the method, including an
explanation of direct costs, tile medtod cannot be deemed reasonable.

47. Similarly, US West beJie'Ies its 0verhc8d lodnp only appear excessive, because it
uses overheld loadiag medloclolilJlies diffeIalt from diose of the adler BOCs, but notes that its
BSE nates ale not excessive relative to those of die otIIer BOCs. II US West auerts its
ovedlead loadiag factor is the ratio betweeu: its local switdUng revenue requirement aad its.local
switching direct costs. 16 However, while US West prorides total local switching costs from
its 1990 ARMIS Report 43-01, it fails to provide a clear, verifiable explanation for its direct
costs.

48. MCI contends that 1beIe administrative overIIead JoadidgS are evidence that BOCs are
pennitted too much flexibility to manipulate their rates based on marketing rather than cost
considerations. MCI asserts these manipulations permit BOCs to price non-competitive BSEs

10 Overb_ ndios are the quoCieat of price divided by uait direct COlt.

I! BeUSoudt Direct Cue at 33-34.

12 As explainecIlat.er ill dais MCtioD, wlWe the ini1ial clelia-tion ofu... reapectin& ovemead facton UMd by Be1ISouth
and US Well".. ININd in pill _ v..,...ee from .... CII'riIn' 1II*Jri, our~ that their faeton are DOt
juItified 011 the,....ent reoont OD iacIependeat, ~-eue nMfto of their ntw.kinalllldsodl, and the staft"a
deve1clpment of a contingent, ARMIS-bued reuonablenesa analysia u a benchmark for application when the carriers do DOt
juIIify their methods.

D BeUSoudt Direct Cue at 34.

.. BeIISouth claima it uaed 1990 recunina local switching balket reveaues of approximately $399 million which it not
unreuonable aince its 1991 TRP refl.ectIllocal awitching revenuea of approximately $400 million.

., US Weat Direct Cue at 7-8.

" US W............... it~ ita overllead Josdi.- _ • Part 69 caIietOI'Y bud from the 1990 ARMIS
43-01 ae,ort. Speci.ficaIly, US Welt 1990 fully CClIt (PDC) reveauenquiremelltby the IUm of the 1990
diftlCt UIIit COIIt times 1990 demsad lor rate element ill that Put 69Gi111e101Y. Jd. at 8-9 and Appendix D; US West Reply
at 7-8. US West fails, however, to IUbItantiate the method by which direct costs UMd to develop its oveme.d 10Idina factors
were ClJndetect
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unreasonably high, and price BSEs that do not face~011 umeasonably low. 87 MCI also
maintains that the margiDal investment study as described by BellSouth is flawed, because it
fails to consider additional demand leading to Pft'IIIIIIIJe switch exhaustion. • Metromedia
believes that US West cannot justify an overhead loadiug factor greater than the overhead
JoadinI factors of other BOCs merelr. by .... it UJeS a different overhaad loadiag
methodo1olY. 89 Ad Hoc userts that It does not lave IIIfftcient information to determine
whedler tt.e overbead Jcwdfep are excessive. 10 GSA IIIIiatains that, although the ovedlead
loadings ofBensouth aad US West appear excessive, tile telUltiD~ rates do not appear excessive
relative to other BOCs' rates, and therefore not uureasonable.

49. WIIiJ.e we authorirlId IOIDC cmier flexibi1ity in med10ds used to determiae both direct
costs aad overheads in the .. 69 DNA 0DIc&:, we ...CX*OI'Ded dIat some carriers ave uaed
cost allocation methods that hive resulted in exc.Iive diIeet costs and overheads, which in tum
has led to excessive rates ... COIItrib1lted to drImaric me variances between compaDies. On
the present record, we have been unable to identify any reasonable explanation for direct COltS
claimed by a number of companies and for overllead loadiDg factors selected by BellSouth and
US West. The direct COltS and overlJead J,... cllimed by these complDies apptar
unreuonable and, abseIIt fu1ther justifiQtion of tbIir method, the compa8ies specified in
Attachment C must mIuce their rates to reflect lower direct costs and overheads, as described
below.

SO. The abIalce of ,.,....,le explalmiona by tile eaniers of their diRct costs, aDd of
BellSouth's and US West's overhead loadings, require that we conclude that the LBC ONA
rates are not supported. P1 For example, the direct COlt factors were based on "iIltemal studies"
that were never filed or reviewed at the Commission, and which are not currently available. We
will tIIetefCR require carriers 10 refile their ONA .-s, pro~~1 justification for their rates
now in effect, or adiustiDI DNA rates to a level that can be justified. If the LBCs failapin
on mfUiIIJ to provide adeqIIIte justification for their ntea, we believe that die lISe of the
ARMIS database to caJculldie an upper limit for bodI direct costs and overheads would be
reasonable, using the ARMIS data the company itself provides to the Commission. 93

Therefore, upon refiling of ONA rates, we will evaluate any justifications the LEes offer in

., MCI Opposition at 21-25.

• MCI Oppoaition at 6-8. AI. ct.cribecI in Section m.C.l., die c.ner -..ci8ea ita judplentwhen performina iIIv....
IIUdiea willi teIpeCt to the probability .. a switch will exbaust preIIIIIUI'ely due to MditioaaJ demud, and we have not
CODItniIIIed tile carriers' flexibility ill dIia reIpeCt.

" Metromeclia Opposition at 8.

90 Ad Hoc Opposition, Appendix I, at 10.

91 GSA Opposition at 5-6.

I'l Our eYeejnetion of rMIe ...dld an aD8lyaia of die cIiNot CMIe, u well u how die 6Jecl direct COlt &cton~
to recent COlt cIIta in die ARMIS fee .... W. eumineddIe!2"INfteea (1) directc-. anddirect~ 4INct
COlt raaio) and (2) toIa1 COlt and direClt COlt (0YeIIaeed naio). AI. • in AaaduMnt C, die ARMIS COIIIpUi8on rev..&ed
aU BOCa oIheI' than New ...........d.d ARMIS rl ... at· ~. AIIlo, u in .u...... C, ......
and US Welt aoeedecI ARMIS 11,0 t. at OY......I.di.... n.u., our nview at exiItiaa OIl file lit die Conunilliml
did not provide any~ juIIifioIIioa for die ONA ,.... u filed.

• The ARMIS cIIta ila ,.....,..,.,. buill for alterutive overIIeM............, and ildle only verifiUle altemative medlod
avail8bJe. Our UIe of ARMIS ia the ONA 0ClIIIIUt lItoukt .... ....-_ u 1ppI00ina ARMIS u an icIeII 1&aDdud, or as
applicable to aU circumstances where overhead calculations are queltioned, but its UK appears reasonable in thiI inIlance.
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support of direct cost ratios or overhead ratios.

3. Non-unifonn Administrative Overhead Loadings

S1. In the Part 69 DNA 0DIer, we reqllind each HOC to load· overhead costs onto eAlCh
of its BSE rates in a mDDeJ' COIIIistent with the overhead loacling methodology used for its
other BSEs, or to ju.stify aay iacoolistencies. IN 'J:'be majority of BOCs claim anyappanm
nonuniformity in their overlie. loading ratiDsis due to Jllldtematical rounding." Pacific BeD
alleges that its overhead loading for the Network Reconfipradon BSE is dffferent from ~
loadings for other BSBs because Network Reconfipration is a special access service and the
other BSBs are switebed services. • MCI rejects Pacific's argument~ special access,
and asserts this is aDOt1Ier eDIIIPle of improper manpwion of costs. Ad Hoc Ulerts that
it does not have sutftcient iBlbnnation to determine wbedler the nommiform overhead loadings
are reasonable. lIB GSA asserts that the DOCs have given reasonable explanations for their
nonuniform loadings. lIII

52. We conclu* tbIt the tIOIIUDif'onn loadi.gs at iBae here, whose nonunifonnity is due
solel)' to IDathemadc:a1 1'OUJIdiIJI, are reasonable. SiKe the BSE rates. in these cues are
fractions of a cent per unit, it it often very difficult for carriers to load overhead costs on BSEs
at exactly the same rate for all. Similarly, as the overhead loadings for special access services
have always been different from those for switched access services, we fmd that PacTel has in
this instaDce adequately justified its nonunifonn JOIding for Netwom Reconfiguration. 100.

4. Differences Between BSS Rates and Unit Costs

53. The Bu~'s desipadon Order dhected the BOCa to jultify any differences between
BSE rates and the tobll unit COltS, including a~ rate of return, used to derive those
BSBs. SomeBOCs claim die differences between uDit COltS aucl rates for some BSBs are due
to rounding. lot Nevada Bell and Southwestern Bell maUJtain that they must set some SSE~

M ran 69 QNA Order. 6 FCC Red at 4531, para. 44.

III Ameritech Direct Cue at 7-8; BeJJSoutb Direct Cue at 37-39; SouChweetlm Bell Direct Cue at 6-7; US W.. Direct
Cue at 10-11.

" Pacific Bell Direct Cue at 7-8; PacTel Reply at 6-7.

t'T MCI Oppllia-at2S-26.

• Ad Hoc Opposition, Appendix I, at 10.

" GSA Oppoeition at 6.

111 Bell Atlaatic Direct Cue at 7-8; BeIISoutb Direct Cue at 39-40; NYNEX Direct Cue, Appendix A at 7-8; Pllcific Ben
Direct Cue at 8.
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above unit COltS to establish nonpftDium rates for ** BSEs. 102. For Multiline Huot Group
and Multiline Hunt Group - Uniform Call Distribu_, N8vada Bdl set its rates usuming that
it would use c:Jth« teebnokJliea in the future to provide diose BSBs. 103 For Multiline Hunt
Group - Preferred, Ametitedt let the rate equal to a ....ed avetage of other hunt aroup
BSBs. lOt NYNEX set its ...... 1bree Wav CaIIiIII lMErate equal to its intrastate BSE rate
to avoid "arbitlqe" beew_ jurisdictions. 105 NYNBX aDeps that if interstate .. are
reduced below i.DtruCate rates, customers wiD cboole the least costly akemative.'I1Us weukt
result in an overall decrease in net revenue. NYNBX tt.efore asserts that the Part 69 QNA
Brpmljdeption Order permits it to use the net revenue test to justify a rate otherwise
unsupported by a cost showing. 106

54. According to ATc!tT,theonly discrepucies pemitted by the Part 69 DNA Order are
rates set usmg a risk ptaliam, and AT&T lNIitatM dlat NYNBX has not justified a risk
premium. 107 MCI aDd AT&tT believe that NYNBX's expJanation regarding migration from
intrutate to interstate BSBs 1b be insufficient toj~the interstate BSE rate and auelt that
the Bureau bas rejected similar arpments in the put. Metromedia asserts that Nevada Bell
simply set its ANI rate as high as possible consistent with revenue neutrality for DNA services
as a' whole. 109 GSA asserts that the BOCs have given reasonable explanations for the
differences between unit COltS and rates; namely, differences due to rounding. 110

55. We find the sliPt diJcrepancies betwCllll WIit COlts and rates that result from
ma~ roundiDI do not make the rates~. For the same reason as was
discuIIed iDSection III.D.3. *we, it is ofta:l vtrf diffieuIt for eartiers to set BSB rates exactly
equal to UIlit costs wlal .. ·rates are fracti.oas of a cent per unit. We also find~ to set
pricee of similar MvltiIiDe HUlK Group BSEs equal, II .Ameriteeh did, is reasQQable.. However,
we reject NYNBX's "ubibqe" llJUlDent that it .. Jet its interstate rate at the intrastate
level. In the ONA 1oYP'W'i" QnIer, the BuftlaU noted tIIat claims ofpoteDUI. tariff sIqJping
had been considered in the Part 69 DNA Order, were the subject of a petition for partial

,I. Nevada Ben Direct c.e ..~; PIlcTel Reply at 7; Souda9'C I fileD Direct Cue at 7-8. NotrprealillDl ntea are rates
for .coe. IIIn'iees of ...............u avaiJahle to AT.t:T prior to diveltiture of the Bell SylDm. The COdIIIiuioa'.
Rules require BOCs to eetablilh JIOIIlAIIIium local switching rates by multiplying premium rates by 0.45. See Section 69.113
of the Commission's Rules, 47 C.F.R. t 69.113.

Ie lsi.

104 Ameritech Direct Cue at 9 and Au. 3. For Call Dtail Reportiac (CDR), Ameritecb auert8 the cIift'erence between
direct COlts and rates is~ to recover the co.. of IIIIIiiaa reporta to CUItOIner8, and to recover a portion of dOn
I'IlCIIJ1'iq COIU. Ameriteeh cJaimI CDR would be prohibitively upeIIIive if the non-recllJ'tiDa COlD were recovend excluIively
tbrouah a non-recuning charae. lul.-iIIDcb Direct Cue 1l8-9. Foe~ diJcusaed below, we find that Ameriteeh'. CDR
is a cIetariffed billing and collectionllel'Vice and order that it be deaaiftW. Therefore we do not need to rach the illue of
wbedle.r Ameriteeh's tariff would be just and reasonable if CDR were a IUift'ed service.

1G:l NYNBX Direct Cue, Appendix A Il 6-7; NYNBX Reply Il 5-6.

IN NYNEX Reply Il 5-6.

If! ATltT Opposition Il 7. See alto MCI Opposition 1l27, B& Put 69 ONA RecoMidera1igp Order, 7 FCC Red Il
5235.

I" MCI Opposition at 27; ATltT Opposition at 8-9, 2i9D& ONA mv.uPop Order, 7 FCC Red at 1522.

I. MeIrOmedia 0pp0Iiti0Il at 8-9.

110 GSA Opposition at 6.
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recoasideration, and 80 would not be considered in the context of this tariff proc:eediDc. 111

NYNBX has provided 110 .... to reconsider tIlis CORClusioa in this context. NYNBX's
reliance on our discussion of tile net :reveBUe test in ., DNA Jcr!NidrnMisp 0Jder is
misplaced. In that Order, we DOted that areq~ of uniform IoadiDp for~ and existing
services milhtlead to a nducedmcovery of overlaead COltS, and 10 JDiIbt discouraae companies
from offerillg new services. 111 11Iis situation is distiDpiIhIbIe from die claims ofjurisdietioDal
arbitIaF that NYNBX IIIIbs here. AccoJdilllly, we direct NYNEX to establish interstate
BSE rates equal to the total unit costs of providlng those BSEs.

E. US West Unit Investment Studies

56. We now consider _cnl unique issues rm.d by US West's relianceupm its own
SCM software model, in coojuRetion with SCIS, to develop UBit investment for BSBs. Of the
24 BSE rates in US Wilt's fItiIIg, 15 were developed from the pre-I987 venion of SCIS. The
remaining Dine BSE eledlellts were developed from US West's SCM model. 113 As discussed
below, we find that US West has failed to meet its burden of showing that its BSE rates are just
and reasonable.

57. The Part 69 ONA Older requires that "the __ methodology must be used for all
BSBs unbundled from locaI switching." 114 The reasoIlS for the requirement are fundamental.
First, it is DOt reuonable to ....-e that multiple me J1 ,.- models, even if individually valid,
wouldnece.ssarlly lead tD a COJIlistent aDocatioI'l of COlts for individual services. Our in esn
review of tile 8CIS software reveals the complexity of. these models, and the numerous
assumptiOllS made in their ~lopment. Thus, if a cmier used one method to develop the
inveMments associated with a specific switch toe~ for half the BSEs provided by that
switch, and a different IDIdIod for the remai'" lISa, tIIere is no reason to expect that the
several inYestmeats dIveIoped....the two mothodI woukIlU'IIl to the total cost of tile switch. 1U

Second, a smglemethodology m.inImizes obscurity ud complexity in a process that inherently
resists simplification. Ifprices of unbundled BSEs are to stand in some reasonable relation to
one another, the complex interactions within a single investment model, which have aIroady
occasioned substantial procedutal burdens beyond tile usuaI tariff review process, should not be
multiplied by the challenge of using two such models to disaggregare the costs of a single switch
technology.

58. These are general considerations that may not apply invariably to specific methods.
Therefore, we need to detennine whether using these two software models satisfies the

III aNA Iav.g!!iOP Older, 7 pcc Rod at 1522, para. 73.

112 DNA Recopsideption Order, 7 FCC Rod at 5236-37, paras. 8-11.

11' US Welt did not ofJec eny jI'lIifimlIion for its reliance upon thOlC two mode1a in the COlt support iDitWly filed with its
DNA tariff. US Welt a1Io did not IUbmit die~1987SCIS venion it UIed to develop the majority ofits SSE rates in J..-ry
1992, .. w.. required by theSCJS~Order. In April 1992, US Welt expWned which software h8d been WIed to
develop e.ch of ita 24 SSEa, aDdO tonbmit the SCIS software it h8d ueed. Letter from A. Lim to J. Cimko, Chief,
Tariff DivUion (April 16, 1992).

1M Part 69 ONA Order, 6 PCC Rod at 4531.

115 Por the SCIS and SCM modell, -=b model office ill ......... acconIiD& to the vendor's reeommeaded eaaiftecriD&
1peCificati0DS. 11le total~ COIla are deIermined and COIIIpU'ed to die model office dIlta to vUidaee dae SCIS IllCI SCM
modelI. No comparable agregate valiaaon of a -ha1f-and-baJf" model that U8e8 SCIS to develop some SSE inveatments and
SCM for OChers ill possible.
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requirement that BOCs develop all their BSB rates using a consistent methodology. As a
threshold matter we note that US West bas used an out-of-date SCIS model, incotporating
conprably out-of-date vetlllor priciDg data ad opel'" software, for some of its investmeat
studies. Its SCM model used for other lISE invelllMIIt studies is similarly based on older
vendor hatdware and software. 116 US West bas DOt DlJllt to justify these JDCtices as baled
on its continuing use of, u., older switch software in its operadons. Indeed, a US West letter
filed January 15, 1993, sugests some BSBs may become unavailable as the carrier increases
its teIiaace in the future ~ 4ilital switches. AbseRt a justification for these practices, we
conclt1de that the US West .. are unlawful because tbey are based on outdated software and
associated vendor data. 117 Therefore, US West bas failed to meet its burden of proving that
its rates, which are computed using these models, are nJaSODable.

59. We now exam- tile combined~ of tIaese two outdated software models.
While we need not CCJDIicIer wbcdm the' '011. of two such investment models invariably
conflicts with the Pad 69 ONA Older requhement dIIt a COIlSisteDt methodology be employed
in cost-justifying BSSs, it is cIIu tbtlt SOS aDd SCM IN not sufficialtly similar in strueaD'e
and pmceas to be CODIidenld a cc.wittent medlodDlogy. 11lis ditsimilarity makes a quantitative
colD.p8lison of the effects of dIeIe combined inveItmeM "'Y processes with a single, consistent
metJaod extremely diffiaIlt. Nor is it poaible to ....... whether sas IIld SCM would
produce tile same set of ou,zta fmm a given letof~. ~ COIICIusioJls are endoned by
the iadepeadent aucHtor. III 'l1IDa, uide from its teHIIIce 011 outdated software, US Welt bas
sought to combine in its --Ill process two .-Jd. tbIt, CODSideted~, caaaot
provide a consistent inve..,..MIdIocIolop for III \............. BIBs. US West has not met the
requirements of the Part 69 OIfA 0Jder m dUJ J'eIIIICl IIId 011 this ground as weu, its· rates
developed using this mtdlod bave DOt been established as nJaSODable.

60. In addition to die lipiftcut difficulties pGIDd If)' its UIe of two outdated investment
models, the US West submiSSlOl1 presents several other JllfelUking deficiencies, which we have
discussed more generally elsewhere in this Order. For example, US West provides DO
reasenahle expianadoo for UIIiIg OIIly centI'Il offices in its central region to develop model
offices for Make Busy Key .. Meuage Delivery. Nor bas US West shown that its central
region is npesentative of .. -.dre service territory. 11' Also, US West has used overstated
overl1ead loadings, and should teduce those loadings to conform with loadings consistent with

116 Andenen Report, Appendix 18 at S.

1I7 §E Section m.B.2. of this Order, YD.

II' SupplemeatU ADdenea Rpt. Juuary IS, 1993, Sedioa 4, • H. Our in~ review, coafirmed by the
iDdepeaIdent audikJr", report, i. ' 1M to..9CJS SCM-a_:;;..._to,...,_
investlneatl. In. J......" IS, 1993, to die Commoa Cania' , T.mt'Divilioa, US West .-ouaced ita todeY., .... BIB .... in ill 1993 --a._.. &Iia& ~olSCM (Ie.Mm. aad UQ~8IIf 011
SCIS. While die 1eUer ICM D .1Ilav.iIrc t " ..............-t to ......
duIt die COIIt8IIIPIated uait inveIIII for Ihe 1993 .,.. ..,.;e.uy from thole cOIItlIiDed iit dieCIirect
cue in Chis docbt. As US W..hu __ to to 1IIe scm ud SCM in ....... we QIIly ..two
of die problema: (i) the scm ... SCM~ are hued 011 "lOllI, aad the iaputs for euh model c...at be
...... for Ule in the OCher model wiIhout mrII:ia& 6mher U II., ' wiD dill' IIUdy JWU1ta; aad (Ii) the SCM model
is~ of two diItiIIct O'II.,.,.t"'~ IiDbd by 'M •• wIdIe SCIS it • .eIf-oort . F&I....... In
IUm, c:Ii1Iennces between the In 10 1Iipificaal'" b MINI willa the i.....,.......,the ....
determined dIat to~ • rate seaMivity aaalysis inclucline the US W.. nttes would eatail an effort cIiBproportioIW to any
useful result.

II'~ Section m.B.l. of this Order, !IUD.
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its ARMIS data. 120

61. We therefOR conclude that US West has failed to meet its burden of proving that its
ONA rates fl1ed November 1, 1991, are just and realCltAble, because they are unsupported by
a CODSistent unit investment methodology, which is an integral element of the cost support
specified in tile Part 69 ONA 0Jd0r.

62. Given the substantia) dlftcilncies in US West's rate development, we would llOI'IM1ly
prescribe n'lpJacemeat ONA.. rather than allow the Ulllawful rates to remain in effect on an
interim basis. Several COIISicIeI'Itios, however, pe!III8CIt us that this approach would not best
serve tile public interest in the pmacmt circumstances. Pint, and of primary importance, the
initial demand for unbundled BS~ has been modest and because their rates were developed on
a revenue neutral basis.~ to feature group .......Dts, few if any customers have
been significantly bu1'dl=8ed by these BSE tates. ~ ONA is desiped to be revenue
neutral, excessive BSE .... are offset somewhat by lower BSA rates, altho. BSE rate
adjWlt8leats may not be..euct1y by BSA rate~~_s giVelt the uncertai:Qties of ONA
demand. In·additioo, ..... die tams of the ~..:._l1!!!!:..Ra:goejdeptigpof Part 69 DNA
.QJ:dI;l~ 121 BOCs will be per-.. Ed to COIItiDue to fIatare JI'OUP arrangements. So J.ooa
as the feature poups wDl liDly mmain availabJe .. III qJIIion for US West's local switchiDc
customers, 122 there is little pIOIJJICt that the US Welt~ most affected by unlawful
BSB rates wID be 00JIStlUIed eo tah service under thole rates unless tbat a1temative is
prefall)le to the ;feature JIOIIPcoaftguration. 123 M~, given the deficiencies in the US
We. method ad the COfftIiCtive adjustments impoIcld OIl other carriers, we lack lit .....
basis from which to .preecribe Nplloement 1'IItes. TIle~t of rates for individual BlE
elements is a particularly 00.... undertakiJtc wIleR pnJpI'ietary comptJler models must be
utilized to perform investmeat studies, and in US West's case that process might well be further
complicated if tile aperatioaal aad. support difficulties enCOUllteNd in reviewing tile original
SCM model persist in the re,lacement model.

63. TbeIe OODsidel8tioDs, however, do not vitilletlle requiremeat that US West promptly
develop replacement ONA ~, baaed on a iIlv..... study method and otberwiIe
consiJaent with the IDCIdIodoJoIbl requiremeo1:l of 0nB'. Imp"enting ONA OIl a basis
consiBt.ent with our aDIlOI__""of enhancm, conll*iCion and avoiding unreasonable prioiDg
practices Mquires that US West expedite a curative tariff filing, failing which we will prescribe
replacement rates. 124 US West should also submit as part of any replacement filing full
documentation and software for the expanded SCM model, to facilitate initial in camera review
by staff and any subsequent refenal to an independent auditor.

I. II! SeaDeIa,JILD.2,. of" 0nIer, _.

III A........... of Put 69 of .... Certrz" ·oa'. RuleI e..tioa of Acc.a Chap Subelemenla for Open
Nemri:.ArcIIitecIure, 8 FCC RccI311~ (1993) C1'1jrd fiId'K l' te ofPtrt 69 ONA Order).

mil! us Welt Reply in Third Further Recouideration, filed Oct. 18, 1991, at 3.

121 To the eDlIlt that Cl'*-'....pIid us Welt'. UIIIawiIlISB,.. ...... 00IlIInined to COIlItinue 40iq 10 pendiaj
mnm"*Ml of thole ...., the Coo .•till'. formal ~proceII)II'OYidIII recourse for JNII1ies aeetia& refundI.

1M Should US Welt not file repIIlcemeat nteI within 60 day., or.~ thoae rateI eatail inv_ption, we will COIIIider
preIICribina~ BSE raIeI baed on an .vera.... of the oCher BOC.' revUed rates, in the abeeace of any more ri.......... basisfor an~ ..- ..-._-
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IV. OTHER ISSUES

A. Other Designated Issues

1. Southwestern Bell Packet Switching BSE Rates

64. BecklJmnd. TIle BuIeau designated as an u.e in this investigation "Are the rates
for Southwestern Bell's packet switching BSEs excessive?" The Bureau specifically directed
Southwestern Bell to provide the following infonnadon regarding its packet switchiAg BSE
rates:

<a) The classifieatioll BDd amounts of inv~ underlying each of the:nine BSEs
tariffed in Transmittal No. 2146, and the methods used to detennine investment.

(b) Identification of ... full documentation for all diIact costs and overheads lij)plied
to the investment Mlentified above, aDd a dacriptioll of the ratemaking methods used,
and ifthe mtemakillg methodology differs from the method used for other Southwestern
Bell switched access BSBa, an explanation of why a different method was used.

(c) For ONA elelllOlltS priced substantially above COIl, and allegedly priced to avoid
arbitJ.'aIe between tile juri.ldictions, an explanatioa of why it believes avoiding atbittaF
jnstifies such pricing aJKl of the basis for its expectation that significant amitrage would
result absent such pricing adjustments.

65. Pleadines. In response to (a), Southwestern Bell asserts that it charges nonrecurring
rates for seven of the nine BSEs offered in Transmittal 2146, based on one time labor expenses.
Southwestern Bell further asserts that only the Customer Alertiag and Menu Server BSBs have
recurring rates. 1~ For (b), Southwestern Bell asserts that padtet services are excluded from
price cap regulation, and claims this justifies pricing these services on the basis of "competitive
necessity. " Thus, SouehweBtIm BeD set rates for CUlUDer Alerting and Menu Server based
on its~on of the C08II'M'dtive market price. 126 Southwestern Bell responds to (c) only
by stating that it has always maintained a parity between its intrastate and interstate ~cket

switching rates in the past, and it should be allowed to continue to do so in the future. 7:1

66. Dilcussion. In the Part 69 ONA Order, we required carriers who flle BSB rates to
provide cost support u it 1eCJUired by the COIBmiIlion'5 pn.·.ce cap rules. Packet switching
services are excluded hom pnce cap 1'epJation. 121 1bus, our price cap rules do not JOVCDl
interstate packet switchiDc .mce filings, and OIJr pIICIEa switching cost support requirements
do not change simply becaUie these services are offend u BSEs. Therefore, Southwestern Bell
is required to provide cost support for its packet switching BSB rates similar to the cost support
required of other packet filings.

67. The Bureau designated these rates for investigation because Southwestern Bell did not

125 Soutbweltem Bell Direct Cue at 9-10.

.. W. at 11-15.

J2715l. at 15-16.

m LEe Price Cap Order, 5 FCC Red at 6810, pan. 195.
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